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TAXES AND ECONOMIC GROWTH

By Richard Vedder
Ohio University
September 2001

Do Taxes Matter?

Government is a big part of the lives of Americans, and indeed of anyone living on this
planet. Government does some good things; indeed, having a government seems critical
to having a prosperous and well-ordered society. Yet governments use resources, and a
means must be found in capturing these resources from private uses. While a variety of
means are used - debt financing, printing money, expropriating private assets, mandat-
ing private performance of governmental objectives, the assessment of user charges~ by
far the most important way that we pay for government is through taxation.

While this study will concentrate on taxation and its impact on the economy, it is important
to keep in mind that taxes are levied to finance governmental spending. When government
is non-existent or very small, tax-financed governmental expansion likely is good from the
standpoint of creating income for the citizenry: resources are used to establish and enforce
laws protecting individual property rights, protecting individuals from destructive behav-
ior on the part of bullies, thieves, and foreign enemies. The government helps finance cer-
tain minimal infrastructure needs like roads necessary for trade, and defines and regulates
the issuance of money. Virtually everyone but the most radical libertarian would agree that
governmental provision of these functions helps develop an exchange economy. Taxes
levied when government is extremely small, then, likely increase economic growth by mak-
ing trade more efficient, providing incentives for people to work, form capital and to inno-
vate. Yet as government grows larger, the law of diminishing returns begins to have an
effect. Some spending on roads, national security, police and fire protection, etc., may be of
marginal use. More important, governments start to perform welfare functions, redistrib-
uting income and wealth from some members of society to others. The taxes needed to
finance these expenditures become larger and more burdensome, and may start to have
severe disincentive effects. Thus, the original federal income tax, which had rates of one to
seven percent and applied only to affluent Americans, had little impact of human econom-
ic behavior. Later, however, when marginal tax rates grew as high as 70 or even 90 percent
Or more, people altered their behavior to avoid an excessive tax burden. The new govern-
ment spending added less to the national output and may have even reduced it, while the
taxes reduced work effort, capital formation, and innovation. Thus tax-financed spending
began to have adverse effects on the prosperity of persons. '

All of this is illustrated in Figure 1. When government absorbs little or none of the
national output, public sector expansion expands that output. When government grows
large, however, its expansion crowds out productive private activity and actually retards
economic growth. The taxes used to finance most government activity then have a more
negative effect than any benefits provided by governmental services.
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A number of studies confirm the accuracy of Figure 1 (Vedder and Gallaway 1998,
Vedder and Gallaway 1999a, Gwartney and Lawson 1998). The current size of govern-
ment in the United States is significantly larger than the size which would maximize the
income available for each citizen. In western Europe, with even larger welfare states than
in America, governments appear to be dramatically oversized from the standpoint of
maximizing economic opportunity. Similarly, Lowell Gallaway and I (1998) have found
that state and local government spending, mostly tax-financed, is now substantially larg-
er than the income-maximizing level. Reducing government spending, and the corre-
sponding taxes, should increase output. :

These findings imply that in our contemporary era of large government, high taxes lead
to lower economic growth. When taxes go up, the growth in the income of taxpayers
should decline. In fact, several decades of studies by economists confirm the proposition
that the higher the level of taxation, the lower the rate of economic growth, holding non-
tax factors constant. This reversed earlier conventional wisdom, such of that of distin-
guished public finance expert John F. Due, who, speaking about industrial location of
firms, opined that studies “suggest very strongly that the tax effects cannot be of major
importance” (Due 1961). By the later 1970s, however, research was reaching different
- conclusions, in part because the negative effects of taxes grew as the tax burden itself
grew larger. o

The growth in tax burden is indicated in Figure 2, showing combined federal, state, and
local taxes as a percent of personal income for various dates. Note the large growth in
the first generation after World War 1J, leading economists to increasingly conclude that
taxes indeed do matter.

Economists realized that state and local governments provided an excellent laboratory
to evaluate tax policy, since there were 50 different states and thus 50 different tax sys-
tems. In what may have been the first empirical analysis, done by economists at the
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Figure 2.

: 1902 7%
Taxes As A .
Percent Of 1940 14%
Total Output* 1960  24%
1980 27%
2000 30%

1902 1940 1960 . 1980 2000

Source: U.S. Department of Commerce, Author’s Calculations
* Excludes non-tax sources of revenues, such as fees and user charges.

Harris Bank in Chicago, Genetski and Chin (1978) used a simple regression model to
show that economic growth was negatively correlated with changing rates of state and
local taxation, a finding replicated and expanded upon by this author in two studies for
the Joint Economic Committee of Congress (Vedder 1981, Vedder 1995). Meanwhile
other economists were showing how high taxation had adverse impact on states or ter- -
ritories such as Illinois (Heins 1976), Puerto Rico (Canto and Laffer 1979) and
Massachusetts (Kadlec and Laffer 1981). The scholarly studies were reinforced by arti-
cles and books written for broader audiences Gilder (1981), Bartlett (1980), Adams
(1984), Wanniski (1978), Brookes (1982).

This early research became increasingly accepted as a consequence of new refinements
and extensions of the tax-growth literature in the mid and late 1980s. Helms (1985), for
example, said that the impact of taxes depended on how they were used, with expendi-
tures on welfare, for example, having a negative impact. Mofidi and Stone (1990)
reached similar conclusions. Benson and Johnson (1986) showed that taxes had lagged
negative effects, with the adverse impact being realized often after about three years.
Canto and Webb(1987) concurred, roughly, with Helms work Other studies confirmed
the tax-growth relationship using other data sets or methodologies, albeit with some
variation in conclusions as to the strength of the relationship (e.g.,Yu, Wallace and
Nardinelli 1991). Other studies showing negative effects of government on growth
stressed government spending instead of taxes (Scully 1989, Vedder 1993).

Still more studies showed that a progressive income tax rate structure caused more dam-__ %
_aging economic effects than a flatter rate tax schedule (Vedder 1985, Vedder 1986, Hunter
and Scott 1986), extending a pioneering observation of Romans and Subrahmanyam
(1979). The early work using U.S. state data were confirmed by numerous international
studies as well (Marsden 1983, Reynolds 1985). Scully(1988) in particular showed that
governmental institutional obstacles (e.g., substantial regulation, restrictions on imports)

along with taxes hurt growth. The studies became larger and more sophisticated with
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time (e.g.,, Engen and Skinner 1999; Newell and Symons, 1993,Barro 1989, Koester and
Kormedi 1989), Rebello 1991). Van Sinderen (1993) reached a conclusion somewhat rep-
resentative of these studies:

“Balanced budget reductions in taxes on wages and profits exert favorable effects
$<:‘ on employment and growth. The relative impact depends on the specific govern-
Paw ment outlays and taxes which are cut back. In the long run, tax revenue decreas-

es less than the amount of the initial tax reduction.

Cashin (1995) found that each one percent increase in taxes as a percent of total output, -
lowers output per worker by about twao percent. To be sure, he observes positive effects
of spending from taxes, but typically the positive spending effects are only about one-
half as large as the negative tax effect, which is about the same thing as saying that pri-
vate sector spending is twice as productive as public sector outlays. A new study by
Holcombe and Lacombe (2001) compares counties on both sides of state borders - and
observes that high taxes impede growth. : '

The research has continued up to the present, generally confirming the basic proposition
that taxes have adverse effects on economic change. Much of it has been done at
America’s premier economic research center, the National Bureau of Economic Research
A (NBER). Its president, Martin Feldstein of Harvard (1997) concluded that “the dead-
( weight burden caused by incremental taxation....may exceed one dollar per dollar ofrev-
( enue raised, making the cost of incremental government spending more than two dol- =
lars for each dollar of government spending.” A recent NBER study (Carroll et al. 2000) -
concluded “this finding is consistent with the view that raising income tax rates dis-
courages the growth of small businesses.” James Hines (1996), in a paper originally writ-
ten for the NBER but published also in the prestigious American Economic Review, found
that state and local taxes impacted on the location of foreign investment in America

Europeans are similarly observing adverse effects of taxation. A Spanish economist writ-
ing for a British research center concluded, speaking of government taxation, that “there
is evidence of a sizable negative ‘externality’ effect on the level of productivity” (de la
Fuente, 1997). Italian economists Tabellini and Daveri (1997) argued that “the increase in
European unemployment and the slowdown in economic growth are related because
they stem from a common cause: an excessively high cost of labor. In Europe labor costs
have gone up for many reasons, but one'is particularly easy to identify: higher taxes on
labor.” Using a complex general equilibrium model, German economist Bernhard
Heitger (1993) concluded that for “the most important OECD countries, taxation turns
out to be growth-retarding. “ Roubini, Milesi and Gian (1998) concluded that “In gener-
al, the taxation of factor incomes...is growth-reducing.” ‘ ‘ :

In an interesting recent study (Gittell, Kaufman and Karson 2000), the authors explore |
regional and state patterns in American economic change, concluding that the role of
geography itself is modest in explaining differentials, but that other factors, including
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state personal income taxes, play a more important role. Work on Canada similarly
shows adverse effects of taxes on growth, both impacting on supply and demand
(Fougere 1998). Looking more broadly at OECD nations, Boyle and McCarthy (1996) crit-
icize studies showing a modest role for taxes in explaining inter-country growth rates,
showing how labor taxation very strongly negatively impacts on the full utilization of
resources. In a study of New Zealand somewhat similar to that done by this author and
Gwartney, Lawson and Holcombe discussed above, Gerald Scully (1996) concludes that
New Zealand would have to cut its taxes roughly in half to maximize the rate of eco-
nomic growth, and that “the marginal cost of taxation...is $2.64 for each extra dollar of
taxes collected”, showing even greatef “deadweight losses” and inefficiencies than
Feldstein observed for the U.S.

In a study in the highly regarded Journal of Monetary Economics, economists from the
Federal Reserve and the University of Florida examined changing marginal income tax
rates in the U.S. over time, concluding that “lowering taxes significar}tly raises econom-
ic growth and that changing the tax rate schedule also has significant effects on economic
growth” (Hakkio, Rush, and Schmidt, 1996). This last conclusion reflects the view that
not only do high taxes lower income generation, but that the type of tax can make a dif- 7\4

ference. R
‘\'“—“m‘\

Taxes Impact The Location Of Businesses And Residences

The discussion to this point has examined research on the negative impact of taxes on
economic growth, citing around 40 studies. Yet there are a large number of studies look-
ing at related issues, such as the impact of taxes on business location. As early as 1977,
Grieson, Hamovitch and Morgenstern used econometric techniques to argue that high
taxes discouraged business entrepreneurs from locating in a given area. Bernard
Weinstein, alone (1977) and with Robert Firestine (1978), noted that high taxes forced up
labor costs, as employers had to compensate employees for the burden of high taxes, a
conclusion verified empirically in a later NBER study (Gyourko and Tracy 1986). The fol-
lowup studies in the 1980s, using ever more sophisticated models, confirmed the earlier.
conclusion that high taxes deter businesses from investing capital (Carlton 1983; Papke
and Papke, 1986; Papke 1986; Bartik 1989). Research in the 1990s agreed that taxes mat-
ter in business location, albeit with some qualifications, such as Fox and Murray’s (1990)
conclusion that the sensitivity to taxes varies considerably with industry and firm size
(see also Friedman, Gerlowski and Silberman, 1992). The aforementioned Hines'study
showing foreign investors are deterred by high taxes actually confirmed what an earlier
study had shown as well (Couglin, Terza, and Aromdee, 1990). One of the more inter-
esting studies used a distinctly low tech approach (questionnaires to business leaders),
concluding that high tech firms were swayed considerably by tax considerations in mak-
ing location decisions (Premus 1983).

Other research has demonstrated that high taxes reduce‘in—migration and spawn out-
migration. Early work noting the debilitating effects of taxes on local population growth
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by Cebula (1974), Browne (1979) and Ecker and Syron (1979), have been replicated by
others in the past decade, including Niskanen (1992), Kotlikoff and Raffelhueschen
(1991), and Cadwallader (1991). More recent research reinforces the general conclusion
by providing added detail. A new study in the National Tax Journal, for example, suggests
that the elderly are influenced by low personal income and death taxes, and prefer states
that exempt food from sales taxation (Conway, Smith, and Houtenville, 2001). This is
consistent with the finding of Assadian (1995) that the elderly in Florida were less likely
to migrate into counties with high taxes, even more so than the general population.

Finally, there is mounting evidence that high taxes reduce job opportunities and sometimes
lead to higher unemployment. Wasylenko and McGuire(1985) noted a negative correlation
between taxes.and metropolitan area employment growth between 1973 and 1980. Even
stronger findings were observed by Plaut and Pluta (1983). Goss, Preston and Phillips (1994)
think previous studies understate the adverse employment effects of taxes by failing to con-
trol for other factors fully. Lowell Gallaway and I have observed that high taxes are often
positively associated with unemployment, both in the U.S. and internationally (Vedder and

Gallaway, 1996 and 1999b). Other research using state and local data reach similar conclu-. -

sions (Dalenberg and Pai‘tridge 1995; Mark, McGuire and Papke, 2000). B

This review of the literature, although listing over 65 studies, is not comprehensive. Nor
does it discuss every economic dimension of taxation. To cite one excluded example, in
a well regarded study in the National Tax Journal, Ladd and Bradbury (1988) observed
that high property taxes lower property values, causing significant loss of real wealth, a
finding that Stephen Moore and I have found exists for other taxes in work as yet unpub-
lished. To cite another economic impact of state and local taxes, interstate variations in
tax rates lead to enormous amount of cross-border activity, and thereby to administra-
tive problems arising from smuggling, etc. Early work suggesting high sensitivity of cit-
izens to tax differentials in border areas (Mikesell 1970, 1971), has been replicated in later
work (e.g., Vedder, 1993, 1996; Walsh and Jones, 1988).

Some Empirical Evidence for U.S. States

To provide a little more specific detail to demonstrate the negative effect that taxes have
on economic growth, I gathered together extensive tax and expenditure data on US.
states over the long time span. Specifically, I recorded by state several dozen measures
of taxes and spending in the years 1957, 1977, and 1997, drawing on three of the Census
of Governments conducted every five years by the U.S. Bureau of the Census. Most of
the evidence presented below is simple comparisons of average performance of high and
low tax states. While economists would argue that such comparisons are simplistic, in
reality they usually present very similar results as to those obtained using complicated
statistical procedures that are incomprehensible to the average citizen.

For the very first comparison, I calculated the average tax burden for the 50 states for the
years 1957,1977, and 1997. The average tax burden is defined as state and local taxes as
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a percent of personal income. Taking the average burden for the three dates, I obFamed
an average tax burden over these four decades. I arbitrarily defined the 25 states W1t£1 the
highest average burden as “high tax” states, and the 25 with the lowest- burden as “low
tax states”. I used two different measures of income growth: growth in total pgrsonal
income, adjusted for inflation; and, second, growth in real per cap.ita personal income,
adjusting for population change. The first measure is the better indlc.ator of ov.erau eco-
nomic change, while the second is the better measure of income available for individu-
als for consumption and other uses. :

The results ( Figure 3) show that the low tax states outperfor@_eﬂqﬁg_hg__}_ligh tax states by
either measure. Income per person rose by 135 percent from 1957 to 1997 in the low tax
states, compared with 120 percent in the high tax ones. Using the broader measure of
growth, real personal income rose dramatically more in the low tax states, going up by
an average of 315 percent, compared with 268 percent in the high tax jurisdictions. This
implies that not only were individuals benefitting from faster income growth in the low
' tax states, but also that population growth was larger in the jurisdictions with lower tax
burdens. In general, the lower the tax burden, the higher the rdte of economic growth.

Figure 3. ~ Real Income Per Capita Real Total iIncome
268.24% 315.41%’

Economic -

Performance:

Low vs. High

Tax States, 19.77% 134.53%

1957-1997

High Tax Low Tax High Tax Low Tax

Source: U.S. Department of Commerce, Author’s Calculations

Some individuals believe that a better measure of fiscal policy actions is the change in

tax burden over time. Usually most changes in tax burden reflect new legislative initia-
tives, and it is the change in burden that more likely will alter behavior. Others might
argue that the 40 year time horizon used above is too long, that it poses issues in meas-
uring tax burdens and the like. Accordingly, we did some other comparisons, using the
change in average tax burden as our measure of tax policy, and using 20 year as well as
40 year time periods. We actually looked at econormic growth over three time periods:
the entire 40 vears from 1957 to 1997 as before, as well as 1957 to 1977, and 1977 to 1997.
Finally, it might be a stretch to call the 25 states with the highest taxes “high tax” states.
Accordingly, in the next comparisons we looked at the highest 10 states and lowest 10
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states with respect to tax burdens, confining our analysis to states that clearly were at the
extremes of the tax burden distribution.’

Looking first (figure 4) at the entire period 1957 to 1997, per capita real income growth
was substantially higher (138 vs. 115 percent) in the 10 states with the lowest increases
in tax burden compared with the 10 states with the greatest increase. Using total real
personal income growth, the already sizable differential explodes: while real personal
income rose 390 percent in the states with the smallest tax increases, it rose less than half
as much (177 percent) in the 10 states with the great increase in tax burden.

Figure 4. Real Income Per Capita A Real Total Income
177.20% 390.12%

Economic

Performance:

10 Highest,

10 Lowest 115.40% 137.59%

Tax States,

B

Highest  Lowest Highest  Lowest
Tax States Tax States Tax States Tax States

Source: U.S. Department of Commerce, Author’s Calculations

In figures 5 and 6, we looked at two 20 years time periods, 1957-77, and 1977-97. Turning
to the earlier time period first (figure 5), again those 10 states with the smallest increase
in tax burden had dramatically high real per capita growth (86 vs. 58 percent) compared
with the 10 states with the largest increase in tax period. With respect to total real per-
sonal income growth, the same pattern holds, with the states increasing taxation the least
growing faster (135 vs. 118 percent). Though the specific states in each categories
changes, the conclusion does not as we move forward to 1977 to 1997 (Figure 6). Real per
capita income growth is over 35 percent in the states increasing taxes the least (or, in this
case, actually decreasing the tax burden), while such growth is under 32 percent in the
states raising the tax burden the most. With regard to total personal income, the 10 states
reducing their tax burden the most grew 72 percent, vs. 52 percent for those raising that
burden the most.

' In these comparisons, we confined our analysis to the 48 contiguous states. Alaska and
Hawaii were not states at the beginning of the period examined. Alaska has always been
an outlier because of its enormous oil revenues, and it receives abnormally large federal
payments as well.




Figure 5. Real Income Per Capita Real Total Income
117.67% 135.11%

Economic
Performance:

. .84% .19%
10 Highest, 57.84% 86 ’
10 Lowest
Tax States,
1957-1977

Highest Lowest Highest L.owest
Tax States Tax States Tax States Tax States

Source: U.S. Department of Commerce, Author's Calculations

Summarizing, in Figures 3 through 6 we make a total of eight comparisons of high (or
increasing) tax states compared with states with a relatively low (or declining) tax bur-
den. In every single case, without exception, the results are consistent: high or rising
taxes are associated with lower amounts of economic growth. The use of more sophis-
ticated statistical models produces the same sort of result: higher taxes, lower growth.

Incentives Impact Behavior

It might be useful to reflect a little more as to why this is so. This author does not believe
that the people working in the public sector are inherently less efficient, less creative, less
productive than their private sector counterparts. What is different about the two sec-
tors, however, is that the private sector responds to the discipline of markets. When
firms are inefficient, having high costs or selhng a product that people do not want, prof-

Figure 6. Real Income Per Capita Real Total Income
. 52.17% 72.04%
Economic
Performance:
10 Highest,
10 Lowest | 31.91% 35.32%
Tax States,
1977-1997
Highest  Lowest : Highest - Lowest
Tax States Tax States Tax States Tax States

Source: U.S. Department of Commerce, Author’s Calculations




its suffer. When firms are efficient, cutting costs and selling more appealing products,
profits rise. Higher profits usually means increased wealth and income for stockholders,
bigger bonuses for managers and often even rank-and-file employees. Thus there are
considerable incentives in the private sector to be efficient, lowering costs by minimiz-
ing the use of resources, and expanding revenues by offering an appealing product or
service.

B‘y contrast, those market incentives are absent in the public sector. Indeed, often public
sector bureaucrats want to increase costs (have a larger budget). More resources means
more power to the public sector managers, and often makes it easier to do their job. Thus
while companies try to cut their labor usage, public sector enterprises like schools are
constantly trying to increase staffs, for example by reducing teacher-student ratios.

Some Case Studies
Kentucky and Tennessee

Perhaps a better way of illustrating the impact of taxes on economic growth is to look at
examples of specific areas. Kentucky and Tennessee are very much alike in many
respects, both are border states with diverse economies. Historically, Kentucky was
slightly more prosperous than Tennessee. In 1957, for example, per capita income was
slightly higher in Kentucky. Both states had relatively low tax burdens (even by stan-
dards of that era), although Kentucky’s was about five percent lower (as measured by
total state and local taxes as a percent of personal income) than Tennessee’s.

In the 40 years after 1957, the two states followed sharply different fiscal paths. Kentucky
raised its tax burden dramatically, including massive hikes in its income tax. By 1997, the
state and local governments were taking $35.71 more out of each $1000 of income than
40 years earlier. By contrast, Tennessee had only a modest increase in taxes, and did not
adopt an income tax (except for a limited tax on property income). As a consequence, by

1997, the aggregate tax burden was over 25 percent higher in Kentucky than in
Tennessee. ' -

What happened to the two economies? By 1997, Tennessee had per capita income that
was about 10 percent higher than in Kentucky - $2,109 per person higher, or $8,436 for a
family of four. On average, a family of four in Tennessee earned $703 more per month
than its counterpart to the north in Kentucky. Yet that is not the whole story. Population
growth was dramatically greater in Tennessee, as individuals and companies flocked to
the Volunteer State to take advantage of the favorable tax climate. Looking at total real
personal income growth (which takes account of population growth as well as growth

in per capita income), it grew 333 percent in Tennessee, compared with 232 percent in
Kentucky. '
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California and Florida

Florida is the premier Sun Belt state on the East Coast, a haven for retirees and vacationers.
California has long had the same reputation on the West Coast, being historically a haven for
migrants from the East as well. Both states have nice climates and spectacular scenery. It is
no accident that the Walt Disney company has its two large theme parks in these two states.

In 1957, the total state and local tax burden was about five percent higher in California
than in Florida. Over time, both states raised their tax levels significantly, but
California’s burden rose over 15 percent, compared with 9 percent in already lower
taxed Florida. By 1997, the aggregate tax burden in California was about 11 percent
higher than in Florida. Moreover, Florida had no corporate or individual income tax
throughout the period, whereas California had one of the highest and most progressive
personal income taxes. '

One huge difference existed between the states, however: California historically has
been far more affluent. In 1957, per capita income was over 40 percent higher in
California than in Florida. By 1997, the differential had largely disappeared (to four per-
cent). While non-tax factors were no doubt also at work, the higher tax burden in
- California clearly played an important role, for example in the location decisions of afflu-
ent retirees. Looking at real personal income, it rose eight-fold in Florida (one of the
highest growth rates in the Union), double that of California.

Illinois and Ohio

The two largest states in the industrial Midwest are Illinois and Ohio. They are in many
ways very similar, both having a large industrial base but also a substantial population
living in smaller towns and rural areas. Illinois, historically having more rich soil, has
always been the somewhat richer state, with per capita income in 1957 exceeding thatin
the Buckeye State by 12 percent. Economic theory would predict that difference would
narrow over time: businesses paying high wages in Illinois would locate plants in lower
wage states like Ohio. Also, migrants would move more into high income cities like
Chicago relative to less high income ones like Cleveland.

Yet the opposite happened. The differential between the two states has actually grown
somewhat over time. Why? A big part of the answer has to be government, and specifi-
cally tax policy. In 1957, both were relatively low tax states, but Illinois’s tax burden was
about 6 percent higher than Ohio’s. Both states raised taxes considerably after 1957, both
adopting income taxes. Illinois’s tax burden rose a staggering 43 percent, for example.
Ohio, however, had one of the biggest tax burden increases of any state, a truly extraor-
dinary 57 percent, so by 1997, the tax burden on average was higher in Ohio than Illinois.
The top rarginal tax rate on the income tax, for example, was more than twice as high
in Ohio than in Illinois. Neither state had exemplary fiscal experiences, but Illinois’s
- greater moderation in increasing taxes paid off.
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New York and New Jersey

New York and New Jersey are both relatively wealthy, industrialized Eastern states with
huge urban populations. In 1957, income per capita was a little more than one percent
higher in New Jersey than New York, a trivial difference. Over time, both states have had
economic growth, but it has been more robust in New Jersey than in the Empire State, so
today, per capita income is six percent higher in New Jersey. Looking at total income
growth in real terms, it is over 50 percent higher in New Jersey, which has had much
higher population growth.

One might argue that affluent persons working in New York City are moving to New
Jersey suburbs. True, but they could just as easily have moved to suburbs in New York
state itself. Taxes are a major factor in the emerging population patterns. New York’s tax
burden was dramatically higher than New Jersey’s in 1957. Both states raised their taxes
a lot, but New York more so than New Jersey (which, however, lamentably added an
~ income tax). By 1997, a typical New Yorker pays over $31 more dollars in taxes for each
$1000 earned compared with his counterpart in New Jersey, up from less than $24 in
1957. Hence New Jersey outshines New York in income growth, population growth, and
increases in income per capita. ~

Colorado and Ufah

The same pattern holds in the western United States. Both Colorado and neighboring

~ Utah have gorgeous mountains and ski resorts and bountiful natural resources. Both
have grown a lot in the past several decades. But Colorado has distinctly outperformed
Utah. Already in 1957, per capita income was 14 percent higher in Colorado. Yet that dif-
ferential has grown substantially since, so that in Colorado incomes are now a huge 32
percent higher than in their neighbor to the west. Colorado has become one of the rich-
est states in the Union, far surpassing historically rich Midwestern states like Michigan,
Ohio and Wisconsin, for example, not to mention all of its neighbors.

What is Colorado’s secret? Colorado had almost no increases in taxes from 1957 to 1997,
making it nearly unique among the states. Whereas in 1957, its tax burden was actually
higher than Utah’s, 40 years later it averaged 13 percent lower. Part of the secret of
Colorado’s success was adopting one of the toughest tax and expenditure limitation con-
stitutional amendments in the nation. By constitutionally constraining governmental
growth, the people of Colorado have prospered mightily.

Delaware and Pennsylvania
Delaware used to be about the richest place in the United States. Home of the wealthy
duPont family and many corporations (owing to its lenient corporation laws), Delaware

in 1957 was second only to Connecticut in per capita income. By 1997, Delaware had fall-
en to 12th among the states in per capita income. Its biggest neighbor, Pennsylvania, had
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per capita income levels in 1957 some 18 percent below that of its smaller neighbor to the
south. More than two-thirds of that differential was eradicated by 1997, however
(Pennsylvania’s per capita income was only 5 percent below Delaware’s).

Why did Delaware show such a sharp relative economic decline? In 1957, it had the low-
est tax burden of any of the then 48 states. Indeed, the low tax burden no doubt was one
reason that Delaware was such a rich state. Over the next 40 years, however, Delaware’s
tax burden more than doubled as a percent of personal income - the biggest absolute and
percentage increase of any of the 48 contiguous states. Pennsylvania’s tax burden was 50
percent higher than that of Delaware in 1957 - but actually four percent-lower in 1997.
As a consequence, per capita income grew more than-one-third faster in the Keystone
State.

Great Britain énd Sweden (and Continental Europe)

What happened in Delaware happened even more spectacularly in Sweden. As late as
1970, Sweden ranked in everyone’s list of the three richest nations in the world. Today,
it is not in the top 15, and per capita income is actually below the average of major

- European nations. By contrast, in 1970, Britain was considered the sick economy of
Western Europe, with growth rates at the bottom of the major industrialized countries.
The home of the Industrial Revolution had fallen below many of its continental neigh-
bors in per capita income and growth. Yet, in the 1980s and 1990s Britain’s growth rate
was well above the continental average, greater than such major rivals as France, Italy,
and, above all, Germany. Today, London is one of the most energetic economic centers of
Europe. What happened? |

While Sweden (and indeed virtually all continental Western European countries) were
increasing their welfare states massively and increasing taxes from an already high 40.7
percent of total output in 1970 to 52.1 percent in 1999, the British were revolting against
the continued expansion of government, and the aggregate tax burden actually fell
(modestly, to be sure) from 1970 to 1999. By the latter year, the British tax burden was 30
percent lower than that in Sweden, and about 20 percent below major European nations
such as France. As a consequence, economic growth fell sharply in most Western
European nations - but not in England. The fiscal revolution that began with Margaret
Thatcher in 1979 was not reversed after she left office in 1990. Britain went from being
the tired old lady of Europe to being an engine of growth.

Taxes and Growth: Specific Taxes

Income Taxation

While government expansion financed by taxes typically leads to lower growth, the type %
of taxes used to finance government also makes some difference. The major state and
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ual income tax. I compared the 10 states with the greatest increase in income tax burden
from 1957 to 1997, and compared them with the 10 states with the smallest increase in
burden (in several cases, zero, as they had no income tax throughout the period).

Figure 7. : Real Total Income Growth
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Figure 7 shows that real personal income growth was more than twice as high in the
\ » - states raising their income taxes the least (or not at all), compared with the states with -
% the biggest increase in tax burden. . Most of that reflected larger population growthin
the low or no income tax states. However, real income per person also grew faster on
average in the low tax states. "M

e e
s i
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The higher population growth in the low income tax states reflected massive migration
into those states from the high income tax states. People “voted with their feet”, prefer-
ring states where the government allowed them to keep more of their own income. I cal-
culated the net movement of native born Americans within the U.S from the years 1990
to 1999, comparing the nine states that have essentially no personal income tax (Alaska,
Florida, Nevada, New Hampshire, South Dakota, Tennessee, Texas, Washington and
Wyoming) with the other 41 states and the District of Columbia. Some 2,849,310 persons
moved into the no income tax states from the states that levied taxes on the productive
activity of their citizens. Excepting Sundays, some one thousand persons moved every
day for nine years to the no income tax states! More persons fled to the no income tax
havens than moved from East to West Germany during the Cold War. One of the great
migrations in human history occurred —and most Americans do not even know about it!

The income tax’s negative impact on economic activity may come in part because the tax
itself may be a factor in the growth of government. I divided the 48 contiguous states
into three categories: those which had no income tax in 1957 and did not enact one in the
following 40 years (“no income tax states”); the 12 states that had no income tax in 1957
but enacted one over the next 40 years (“new income tax” states); and the 28 states that
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had an income tax already in 1957 and maintained it continuously (“continuing income
tax” states). :

37.2%
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Figure 8 shows that the average overall tax burden rose by an astonishing 37.2 percent in -

the new income tax states, compared with a much more reasonable 10.5 percent in the
no income tax states (the continuing income tax states had a tax burden rising 23.4 per-
cent). Income taxes are such potent revenue sources, with revenues typically rising faster
than personal income owing to the progressive nature of the tax, that they provide gov-
ernment treasuries with great revenue growth — which politicians seem to spend. Thus
income tax states tend to be big government states, whereas non-income tax states like
New Hampshire, Florida and Texas tend to have more moderate levels of government
spending and taxation relative to income levels.

General Sales Taxation

While income taxes are the fastest growing large tax revenue source of state and local
governments, general sales taxes still provide more revenue in many states. As with
income taxes, there is an enormous variety of policies regarding sales taxation, with sev-
eral states (e.g., Oregon, Delaware, New Hampshire) having no general sales taxes at all,
while other states tax items up to eight percent. Also, the sales tax base varies dramati-
cally, with some states excluding food and drugs, while others include them.

While there is a strong negative relationship between income taxes and economic

growth, however measured, the sales tax/growth relationship_is more ambiguous.™

" Looking at the 10 states with the highest average general sales tax burden from 1957 to
1997 and comparing them with the 10 states with the lowest such burden, we observed
moderately higher rates of growth in per capita income in the low sales tax states, sug-
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gesting these taxes too are harmful. Yet with respect to total personal income growth, the
reverse is true: the high sales tax states actually had, on average, greater growth. One
reason is that states with no income taxes often have relatively high sales taxes - Nevada,
Tennessee and Washington, for example, are no income tax states with relatively high
sales taxes. People may well move to the aforementioned and other low income tax
states to avoid income taxes, looking at salés taxes as the lesser of two evils, particular-
ly since the overall tax burden in general is higher in income tax states.

Why are sales taxes less harmful economically than income taxes? They tax consumption
_ of output, not the production of it. Income taxes are levies on the fruits of labor and cap-
" italifivestments that lead to the production of goods. In a sense, income taxes are levies

__on production. Sales taxes are levies on the benefits of prodiction, not the costs of pro-—
duction. Also sales faxes can be avoided by saving. Income taxes impose a burden on

~ saving (since income that is saved is taxed), whereas consumption taxes do not. Savings
and capj&a}_{ggﬂm_a_tign@bngﬂith.@ghg_@lggi@lp_rgggess, are the primary engines of eco-

nomic growth. '
While sales taxes are clearly less harmful than income taxes, there are problems with
* levying high rates. First, in our federal system of government, high sales tax rates lead
to considerable cross border activity as persons try to escape the tax. The tax competi-
tion between states is actually a good thing, as in constrains governments in terms of tax
rates. The cross border phenomenon put limits on what governments can levy.

Second, high sales tax rates are relatively more successful in states with large tourist and
convention business, e.g., Louisiana, Florida, Hawaii. These states in a sense export part
of their tax burden to “foreigners”, those living out of state. Thus, even though the tax
may have some harmful effects, much of the damage falls on persons outside the politi-
cal jurisdiction. The economic damage of sales taxes is likely to be higher in states like
Iowa or Alabama, with relatively less tourist/convention business, then in states like
Nevada and Louisiana who export much of the burden to conventioneers and tourists
going to Las Vegas and New Orleans. The same principle applies to some extent with
severance and production taxes on minerals. )

Property Taxes

- The most important source of revenue to local governments historically has been the
property tax. It typically finances a large part of public schools in the United States,
although court attacks on property tax financing have led to some decline in its relative
importance in some states. Are property taxes clearly economically harmful like the indj-
vidual income tax, or are they less harmful like the sales tax?

Again, we took the 10 states with the highest average property tax burden as a percent

of personal income in the period 1957 to 1997, and compared them with the 10 states
with the lowest average burden. As Figure 9 shows, property taxes have sizable adverse
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Figure 9. Growth In Real Personal income Per Capita
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effects. The 10 high property tax states (Maine, Massachusetts, Montana, Nebraska, New
“Hampshire, New Jersey, New York, South Dakota, Vermont and Wyoming) had real per
capita income growth of 120.8 percent, compared with 142 percent in the low property
tax states (Alabama, Arkansas, Delaware, Kentucky, Louisiana, New Mexico, South
Carolina, Oklahoma, Tennessee, and West Virginia). Similarly, total personal income

growth (not shown graphically) was much higher (263.2 percent vs. 206.3 percent) in the -

low property tax states.

Since some states had a tax revolt centering on property taxes after 1977 (e.g.,
Proposition 19 in California, Proposition 21/2in Massachusetts), I looked at rates of eco-
nomic growth related to changing property tax burdens from 1977 to 1997. While again
the results showed the 10 states with the biggest property tax increases had smaller rates
of growth than the 10 states with the biggest decreases, using the per capita measure, the
two groups had similar performance. One problem: states with high economic growth
have large increases in property values, leading to higher property taxes even though tax
rates remain unchanged. Thus economic growth itself generated perhaps from non-tax

sources may lead property tax rates to rise, just as the reverse is true (high property tax
rates lead to lower growth).

I did do some more sophisticated analysis using econometric procedures looking at eco-
nomic growth related to the three major taxes as well as other non-tax factors. I ran many
different regression equations. In general, the results were stronger with respect to total
personal income growth than to personal income growth per capita.’ In most tests, the
income tax had the most severe adverse impact on personal income growth, followed by
the property tax (whose adverse impact on income growth, dollar for dollar, was about

*This is to be expected. Suppose a state is wealthy and thus attracts many migrants. The
new arrivals. may be less productive, even retired, than existing residents. The newcom-
ers raise total personal income, but may actually lower personal income per person.
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three-quarters as large as with the income tax), and, lastly by the sales tax, whose impact
was negative but not very large in magnitude.

Other Taxes and Revenue Sources

There are other taxes and non-tax revenue sources that have economic effects. While this
paper cannot analyze all of them, some limited analysis of several of these other revenue
sources is interesting. Again, I looked at the 10 states with the highest and lowest aver-
age use of the revenue source, as measured by the average of the source’s share of per-
sonal income as of three years: 1957, 1977, and 1997. More sophisticated analysis is nec-
essary before reaching definitive conclusions, but on the basis of this analysis the fol-
lowing conclusions seem to hold:

First, corporate income taxes have an adverse effect on the growth of total personal
income over time, but not necessarily on per capita income growth. This implies that low
corporate tax states have higher population growth. It is possible that low corporate
taxes induce capital formation and investments, which in turn stimulates in-migration
of people. On balance, reducing corporate taxes is a pro-development move, although
less unambiguously so than with individual income taxes. ‘

Second, the only instance where high taxes were associated with higher growth (meas-
ured either in terms of total or per capita income) was with respect to selective sales
taxes, a relatively minor revenue source. This includes taxes on gasoline, cigarettes, alco-
holic beverages, etc. The states with the higher tax burden had higher growth. The most
important of these taxes was motor fuel taxes, which were largely in effect user charges
used to finance highway investments. Thus this is a tax that is used for investment, not
consumption, purposes, and thus not surprisingly has a pro-growth effect.

Third, large infusions of federal funds to state and local government did not lead to
higher growth: indeed, the opposite is more closely the truth. There was no meaningful
difference in per capita income growth between the 10 states receiving the most federal
aid as a percent of personal income and those receiving the least such aid. However, total
personal income growth was dramatically higher in states receiving the least such aid.
Again, this implies population growth was greater in the states with low federal subsi-
dies of state and local government activity. '

People actually moved away from the states receiving large federal subsidies to those
receiving relatively small aid - including such rapidly growing states as Florida, Texas,
and Virginia. -

Fourth, states relying relatively heavily on fees and user charges tended to have higher
growth than those that used these charges less extensively. Correctly levied, a fee or user
charge is a price for a government service, whereby the beneficiary of the government
service pays. Good examples include university tuition fees, and charges for use of pub-
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lic parks. Fees and charges attempt to use a market solution to finance activity rather
than general taxpayer subsidy, and thus tend to be more efficient than taxes; payers of
fees are conscious of the costs of the service, whereby when government provides the
service via taxes, users have incentives to waste the service.

“Good” State Tax Structures and Maximizing Growth: Grading the States

- The research suggests that a state wishing to increase_economic opportunities and K
incomes for their citizens will have a low overall tax burden or at least will lower it grad- !
“ually over time. Also, it will emphasize consumption-based taxes more than taxes that <

——————

impact production, such as income and property taxes. Specifically_, it will avoid income

taxation if possible, and work to reduce existing income taxation.

With this in mind, how are the states doing? Over long time periods, governments have
grown larger, and with that the tax burden. The research would suggest that this has had
a drag on economic growth. Worse, the relative importance of income taxes has grown, P
while consumption based taxes have declined a bit in relative importance. Thus, in gen- "
eral the experience of the late twentieth century has not been conducive to growth, par-

ticularly if federal taxation is taken into account.

Still, at the state and local level there has been wide variation in fiscal policies. Several
states have no individual or corporate income taxes, while others have no general sales
taxes. Thus some states and local governments rely on income taxation for one-third or
more of its revenues, while others receive nothing from this source. Which states have
done a relatively “good” job in following the low tax/tax reduction/no income tax poli-
cies advocated above?

I'decided to grade the states on these three factors. I ranked the states from low (good
tax policies) to high (bad tax policies) on three criteria:

1. state and local taxes as a percent of personal income in fiscal year 1998, the last year
that comprehensive data have been made available by the U.S. Bureau of the Census
- (2001)

2. the change in the total state and local tax burden measured as above over the years 1990
to 1998, - _ ‘

3. the proportion of total state and local tax revenues derived from the individual income
tax in 1998. Local governments are included in the analysis since the division of responsi-
bilities between states and local jurisdictions varies considerably, so a comprehensive
measure of government below the federal level is needed to maintain data comparability.

B TN
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I'summed the rankings for the three categories. In doing so, I weighted the total tax bur-
den 60 percent, and the change in tax burden and the proportion of taxes derived from
income taxes at 20 percent each. I obtained an aggregate ranking and distributed grades
on the basis of those rankings. I arbitrarily graded on a “curve” with the average grade
approximately a “C” (tough standards in this age of grade inflation, but historically a
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Ranking (low is good!

Grading the States on a Growth-Ori

Table 1

ented Fiscal Policy

State OverallTaxBurden
Alabama 3
Alaska 42
Arizona 16
Arkansas 15
California 33
Colorado 9
Connecticut 47
Delaware 39
Florida 6
Georgia 14
Hawaii 45
Idaho 32
Illinois 20
Indiana 13
Iowa 24
Kansas 36
Kentucky 28
Louisiana 23
Maine 50
Maryland 21
Massachusetts 30
Michigan 27
Minnesota 46
. Mississippi 22
Missouri 11
Montana 31
Nebraska 29
Nevada 7
NewHampshire 1
New Jersey 35
New Mexico 29
New York 49
North Carolina 19
NorthDakota 40
Ohio 25
Oklahoma 17
Oregon 10
Pennsylvania 18
Rhode Island 37
South Carolina 12
SouthDakota 4
Tennessee 2
Texas 5
Utah 38
Vermont 44
Virginia 8
Washington 34
West Virginia 26
Wisconsin 47
Wyoming 41

ChangeBurden, 1990-98 %IncomeTaxes
19 22

1
4
48
30
11
49
45
29
16
5
32
26
38
10
42
43
13
50
22
41
17
24
36
44
7
25
14
40
46
25
6 .
23
47
31
27
3
33
39
8
18
20
15
21
37
28
12
9
34
2

SOURCE: Author’s calculations, U.S. Bureau of Census data
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normal grading practice; also given the overall mediocre perfprmance of the states in
pursuing a pro-growth fiscal policy, tough grading seems justified).

The grades by state are listed (Table 1), along with the rankings of each state in each of
the three categories. The best states are South Dakota, Tennessee and Texas, all awarded
“A”s. All three states are in the lowest five in the nation in terms of overall tax burden,
all reduced their burden (albeit slightly) from 1990 to 1998, and all have no income tax
or, in thecase of Tennessee, a very limited one. Ranking nearly as high are Florida and
Nevada, which received “A-" grades. Note that all five states do not have a general
income tax on individuals.

At the other end of the spectrum, we have the failing states: Connecticut, Delaware,
Maine, Minnesota and Wisconsin. All are eastern and midwestern states. Generally, they
fared poorly on all criteria. For example, Wisconsin had the fourth highest overall tax
burden, and the eighth worst composition of taxes (high reliance on the individual
income tax). While in terms of tax changes in the 1990s, Wisconsin ranked a bit higher, its
overall tax burden actually rose slightly, compared with 29 states where it declined. A
similar abysmal pattern prevailed in most of the other states that received a failing
grade. '

While the grades were calculated strictly on the basis of statistical evidence, obviously
there is some judgment involved as to what tax variables to consider and what weights
to assign to them. Are my rankings eccentric and differ wildly from other such rankings?
I'looked at three other attempts to grade the states on the basis of their tax policies. I
examined the Small Business Survival Committee’s (Keating 2001) Small Business
Survival Index 2001, grades made by the American Legislative Exchange Council(ALEC)
(Lathrop 2001), and a Bloomberg Personal Finance grading of the states according to
“wealth friendliness” (Saler 2001). The SBSC ranked the states; I applied letter grades
using the same grading scale for my evaluations. The SBSC was looking at state friend-
liness to small business, emphasizing tax variables but not exclusively tax factors. The
ALEC study includes several different grades; and are based on expenditures, not taxes.
Since most states have balanced budget amendments, taxes tend to be very close to
spending. I took the grade for the vear 2000.

Table 2 shows the grades on the three other rankings as well as mine. There are 17 states
on which there is general agreement that the fiscal policy is okay (“C” grade) to excel-
lent (“A”): Alabama, Arizona, Arkansas, Colorado, Florida, Louisiana, Missouri,
Nevada, New Hampshire, Pennsylvania, South Carolina, South Dakota, Tennessee,
Texas, Virginia, Washington and Wyoming; and 14 states on which there is general
agreement that the policy is okay (“C”) to poor (“F”): California, Connecticut, Hawaii,
Idaho, Kansas, Kentucky, Maine, Massachusetts, Minnesota, New York, North Carolina,
Ohio, Rhode Island and Wisconsin. On the other 19 states, there is less agreement. On
the whole, however, the similarities are far more striking then the differences.
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State
Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
Florida
Georgia
Hawaii

Idaho

Illinois
Indiana

Iowa

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New]Jersey
New Mexico
NewYork
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island .
South Carolina
~ South Dakota
Tennessee
Texas

Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Table 2

Four Different Evaluations of Fiscal Policy By State

SBSC

B+
B-
C+
C+
D-
‘B
C-
C
A-
C
F

- C
B-
C+

D
F
C-
C+
F
C
C
B
F
B
C+
D+
C-
A
B+
D+
D-
D-
C-
C
D
C

D+
- C
F
C+
A
B
B+
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B-
A
D
C
A
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Bloomberg

B+
A
B
C
C-

A+
B
B-
D+
C+

A

C+
D
A+

SOURCE: See references, Table 1; median is calculated by author.
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Among the better states, all four evaluations give “A” or “A-" grades to South Dakota,
Florida and Nevada. The grades for Tennessee and Texas vary only between “A” and
“B". At the other end of the scale, there are somewhat greater differences. Still, Maine
and Minnesota received “D” or “F” grades on all evaluations, and the grades for
Connecticut and Wisconsin varied between “C” and “F”. My grade for Wisconsin was
the harshest of the four surveys, although two of the three others gave a lowly “D”
grade. The one state where the differences were more striking was Delaware, who also
received a “F” grade on the ALEC report, but a good “B” from Bloomberg and a
mediocre but acceptable “C” from the SBSC. On the whole, however, there seems to be -
considerable consistency in the rankings.

Among the nation’s largest states, California, New York, and Ohio received below aver-
age marks. By contrast, above average to good grades were received by Texas, Florida,
Pennsylvania (barely), Illinois and Michigan. While states tended to have rankings sim-
ilar to their neighbors, there are interesting exceptions. South Dakota (median grade of
“A” on the four surveys) far outdistanced North Dakota (median grade of “C+.”) While
Wisconsin (median grade of “D”) was similar to neighboring Minnesota (D-), it was
quite a bit worse than neighbors Michigan (B-) or Illinois (C+). Alaska is always hard to
figure. It has no income taxes, and even rebates money to citizens from the oil revenue
rich Permanent Fund. Hence one grade of”A”. Yet it has the highest spending in relation
to personal income of any state, hence one grade of “E” possible only because of its
unusual availability of oil revenues. o

The reader might say: “the ratings are subjective, reflecting the anti-government bias of
the sponsors. The people as a whole do not feel that way.” That is simply not true.
People’s feelings are ultimately expressed by their migration decisions: if an area is
viewed as undesirable, they leave, and if they like a place, they move into it. Looking at
the median grade (the middle of the four rankings; where the median was between two
grades, the higher grade was awarded), a total of 3,794,000 native born Americans
moved from 1990 to 1999, net, into the states receiving “A"” or “B” grades' in Table 2,
whereas 2,096,000 moved away from the states receiving a “D” grade (no states received-
an “F” using the median). Another 1,698,000 moved away from states receiving a “C”
grade. People preferred states with a low tax/ pro-growth fiscal climate - and voted with
their feet!

Conclusions

Taxes matter. Indeed, they matter a great deal. Low taxes mean less government spend-
ing, and more resources stay with private persons and companies. This leads to greater
savings, investment and work. On average, the market disciplined private sector makes
more productive use of resources than the politically driven non-market allocations in
the public sector. To be sure, some taxes are worse than others from the standpoint of
increasing economic prosperity. Income taxes are particularly harmful, especially those
levied on individuals. Sales taxes are less harmful, and property taxes are somewhere in
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between. The use of the benefit principle of public finance seems to make economic
sense where possible, as fees and user charges do not seem to have the adverse growth
effects of taxes. Federal grants to state do not directly seem to promote economic growth.

Justice Louis Brandeis famously said America was a “laboratory for democracy”, a place
where social experiments could be undertaken without impacting on the whole country.
The competition between governments is good, putting some constraints on the taxing
propensities of state and local governments. We see enormous variety in the taxation
policies of the states. Some states follow sound fiscal policies, while others pursue poli-
cies that are harmful for economic growth, thus lowering the income and wealth of pres-
ent day citizens and leaving their children and grandchildren with a less prosperous
future. The massive movement of Americans to the relatively low tax/pro-growth states
provides strong evidence that Americans generally want to live in places where the bur-
den of government is small.

References
Adams, James Ring. 1984. Secrets of the Tax Revolt. San Diego: Harcourt Brace Jovanovich.

Assadian, Afsanch. 1995. “Fiscal Determinants »of'Migration to a Fast-Growing State: How the Aged Differ
from the General Population.” Review of Regional Studies, Winter. 301-15.

Bartlett, Bruce R, 1980. Supply Side Economics in Action. Westport, CN: Arlington Books.

Bartlik, Timothy J. 1989. “Small Business Start-Ups in the United States: Estimates of the Effects of the

Characteristics of States.” Southern Economic Journal, April.

Barro, Robert J. 1989. “A Cross-Country Study of Growth, 'Saving and Government.” NBER Working‘ Paper
2855. Cambridge, MA: National Bureau of Economic Research.

Benson, Bruce L. and Ronald N. Johnson. 1986. “The Lagged Impact of State and Local Taxes on Economic
Activity and Political Behavior.” Economic Inquiry, July. »

Boyle, G.E. and E.G. McCarthy. 1996. “On and Off the Frontier: The Impact of Taxes on Growth.” Economic
and Social Review, October.

24




Brookes, Warren. 1982. The Economy in Mind. Néw York: Universe Books.

BroWne, Lynn E. 1979. “The Shifting Pattern of Interregional Migration.” New England Economic Review,
November-December.

Cadwallader, Martin. 1991. “Metropolitan Growth and Decline in the United States: An Empirical
Analysis.” Growth and Change, Summer.

Canto, Victor A. and Arthur B. Laffer. 1979. “Report to the Governor: Recommendations for Economic
Reforms in Puerto Rico.” Boston: H.C. Wainwright and Co.

Canto, Victor A. and Robert Webb. 1987. “The Effect of State Fiscal Policy .on State Relative Economic
Performance.” Southern Economic Journal, July. - .

Carlton, Dennis W. 1983. “The Location of Employment Choices of New Firms: An Econometric Model
with Discrete and Continuous Endogenous Variables.” Review of Economics and Statistics, August.

Carroll, Robert et al. 2000. “Personal Income Taxes and the Growth of Small Firms.” NBER Working Paper
W?7980, October. Cambridge, MA: National Bureau of Economic Research. :

Cashin, Paul. 1995. “Government Spending, Taxes, and Economic Growth.” International Monetary Fund
Staff Papers, June.

Cebula, Richard J. 1974. “Local Government Policies and Migration: An Analysis for SMSA's in the United
States, 1965-1970.” Public Choice, Fall. .

Conway, Karen Smith and Andrew ]. Houtenville. 2001. “Elderly Migration and State Fiscal Policy:
Evidence from the 1990 Census Migration Flows.” National Tax Journal, March. ,

Coughlin, Cletus C,, Joseph V. Terza and Vacira Aromdee. 1990. “State Government Effects on the Location
of Foreign Direct Investment.” Regional Science Perspectives, no. 1.

Dalenberg, Douglas R. and Mark D. Partridge. 1995. “The Effects of Taxes, Expenditures and Public
Infrastructure on Metropolitan Area Employment.” Journal of Regional Science, November.

Due, John F. 1961. “Studies of State-Local Tax Influences on Location of Industry.” National Tax Journal, June.

- Ecker, Deborah S. and Richard F. Syron. 1979. “Personal Taxes and Interstate Competition for High
Technology Industries.” New England Economic Review, September/October.

Engen, Eric and Jonathan Skinner. 1999. “Taxation and Economic Growth,” in Joel Slemrod,
ed., Tax Policy in the Real World. Cambridge, UK: Cambridge University Press.

Feldstein, Martin. 1997. “How Big Should Government Be?” National Tax Journal, June.

Fougere, Maxime. 1998. “Taxation and Economic Growth: Econometric Exploration.” Review of Economics
and Business, June.

Fox, William F. and Matthew N. Murray. 1990. “Local Public Policies and Interregional Business
Development.” Southern Economic Journal, October.

Friedman, Joseph, Daniel A. Gerlowski and Jonathan Silberman. 1992. “What Attracts Foreign

Multinational Corporations? Evidence from Branch Plant Location in the United States.” Journal of Regional
Science, November

de la Fuente, Angel. 1997. “Fiscal Policy and Growth in the OECD.” London: Centre for Economic Policy
Research Discussion Paper 1755, December.

25




Genetski, Robert J. and Young D. Chin. 1978. “The Impact of State and Local Taxes on Economic Growth.”
Chicago: Harris Bank, November.

Gilder, George. 1981. Wealth and Poverty. New York: Basic Books.

Gittell, Ross, Allen Kaufman and Marvin Karson. 2000. “The New Economic Geography of the States.”
Economic Development Quarterly, May.

Goss, Ernest, Phillips Preston, and Joseph M. Phillips. 1994. “State Employment Growth: The Impact of
Taxes and Economic Development Agency Spending.” Growth and Change, Summer.

Grieson, Ronald, William Hamovitch and Richard Morgenstern. 1977. “The Effects of Business Taxationon
Industry.” Journal of Urban Economics, April. 8

Gwartney, James, Robert Lawson and Randall Holcolmbe. 1998. “The Size and Functions of Government
and Economic Growth.” Washington, D.C.: Joint Economic Committee of Congress, April.

Gyourko, Joseph and Joseph B. Tracy. 1986. “The Importance of Local Fiscal Conditions in Analyzing Local
Labor Markets.” NBER Working Paper 2040. Cambridge, MA: National Bureau of Economic Research,
October. 4

Hakkio, Craig S., Mark Rush, and Timothy J. Schmidt. 199. “The Marginal Income Tax Rate Schedule
from 1930 to 1990.” Journal of Monetary Economics, August. _ :

Heins, A. James. 1976. Illinois Growth Study. Urbana, IL: University of Illinois, July.

Heitger, Bernhard. 1993. “Convergence, ‘the Tax State” and Economic Dynamics.” Weltwirtschaftliches
Archiv, no. 2.

Helms, L. Jay. 1985. “The Effect of State and Local Taxes on Economic Growth: A Time Series-Cross Section
Approach.” Review of Economics and Statistics, November.

Hines, James R, Jr. 1996. “Altered States: Taxes and the Location of Foreign Direct Investment in America.”
American Economic Review, December.

Holcombe, Randall G. and Donald J. Lacombe. 2001. “The Effect of State Income Taxation on Per Capita
Income Growth.” Tallahassee, FL: Working Paper, Department of Economics, Florida State University.

Hunter, William J. and Charles E. Scott. 1986. “Interstate Differences in Individual Income Taxes.” Public
Finance Quarterly, January.

Kadlec, Charles W. and Arthur B. Laffer. 1981. An Analysis of Fiscal Policy and Economic Growth in
Muassaclusetts. Rolling Hills Estates, CA: A.B. Latfer Associates.

Keating, Raymond J. 2001. Small Business Surcical Index 2001. Washington, D.C.: Small
Business Survival Committee, July. .

Koester, Reinhard B. and Roger C. Kormedi. 1989. “Taxation, Aggregate Activity and Economic Growth:
Cross-Country Evidence on Some Supply-Side Hvpotheses.” Economic Inquiry, July.

Kotlikoff, Laurence ]. and Bernd Raffelhueschen. 1991. “How Regional Differences in Taxes and Public
Goods Distort Life Cycle Location Choices. NBER Working Paper 3598. Cambridge, MA: National Bureau
of Economic Research, January. :

Ladd, Helen F. and Katharine L. Bradbury. 1988. “City Taxes and Property Tax Bases.” National Tax Journal,
December.

26




Lathrop, Douglas. 2001. Recent Trends in Taxing and Spending. Washington, D.C.: American Legislative
Exchange Council. ' : :

Mark, Stephen T., Therese J. McGuire, and Leslie E. Papke. 2000. “The Influence of Taxes on Employment
and Population Growth: Evidence from the Washington, D.C. Metropolitan Area.” National Tax Journal,

March.

Marsden, Keith. 1983. “Links Between Taxes and Economic Growth: Some Empirical Evidence.” World
Bank Staff Working Papers no. 604. Washington, D.C.: World Bank.

Mikesell, John. 1970. “Central Cities and Sales Tax Differentials.” National Tax Journal, June.

. 1971. “Sales Taxation and the Border Tax Problem.” Quarterly Review of Economics and
Business, Spring. ,

"~ Mofidi, Allaeddin and Joe A. Stone. 1990. “Do State and Local Taxes Affect Economic Growth?” Review of
Economics and Statistics, November.

Newell, Andrew and James Symons. 1993. “Macroeconomic Consequences of Taxation in the 80’s.”
Discussion Paper 121. London: London School of Economics, Centre for Economic Performance. February.

Niskanen, William A. 1992. “The Case for a New Fiscal Constitution.” Journal of Economic Perspectives,
Spring.

Papke, James A. and Leslie E. Papke. 1986. “Measuring Differential State-Local Tax Liabilities and Their
Implications for Business Investment Location.” National Tax Journal, September. '

Papke, Leslie E. 1987. “Subnational Taxation and Capital Mobility: Estimates of Tax-Price Elasticities.”
National Tax Journal, June. ’ )

Plaut, Thomas R. and Joseph E. Pluta. 1983. “Business Climate, Taxes and Expenditures, and State
Industrial Growth in the United States.” Southern Economic Journal, July.

Premus, Robert. “Location of High Technology Firms and Economic Development.” Staff Study, Joint
Economic Committee of Congress. Washington, D.C.: Government Printing Office, 1983.

Rebelo, Sergio. 1991. “Long-Run Policy Analysis and Long-Run Growth..” Journal of Political Economy,

June.
Reynolds, Alan. 1985. “Some International Comparisons of Supply-Side Policy.” Cato Journal, Fall.

Romans, Thomas and Ganti Subrahmanvam. 1979. “State and Local Taxes, Transfers, and Regional Income
Growth.” Southern Economic Journal, October.

Roubini, Nouriel, Ferretti Milesi, and Maria Gian. 1998. “Growth Effects of Income and Consumption
Taxes.” London: Centre for Economic Policy Research Discussion Paper, September.

Saler, Thomas D. 2001. “Live Free or Move.” Bloomberg Personal Finance. May.

Scully, Gerald. 1988. “The Institutional Framework and Economic Development.” Journal of Political
Economy, June. '

- 1989. “The Size of the State, Economic Growth, and the Efficient Utilization of Nationél
Resources.” Public Choice, November.

- 1996. “Taxation and Economic Growth in New Zealand.” Pacific Economic Revicw,
September.

27

A v, o e b+ e




van Sinderen, Jarig. 1993. “Taxation and Economic Growth: Some Calculations with a Macroeconomic
Semi-equilibrium Model.” Economic Modelling, July.

Tabellini, Guido and’ Francesco Daveri. 1997. “Unemployment, Growth and Taxation in Industrial
Countries.” London: Centre for Economic Policy Research, Discussion Paper 1681, August.

United States, Bureau of the Census. Various Years. Census of Governments.
. Various years. Governmental Finances.

Vedder, Richard. 1981. “State and Local Economic Development Strategies: A ‘Supply Side’ Per_s;;ective."
Staff Study, Joint Economic Committee of Congress. Washington, D.C.: Government Printing Office.

. 1985. ”Federai Tax Reform: Lessons from the States.” Cato Journal, Fall.

- 1986. “Tithing for Leviathan: The Case for a Pure Flat Rate Tax.” In Dwight Lee, ed., Taxation
and the Deficit Economy. San Francisco: Pacific Public Policy Institute.

. 1993. “The Economic Impact of Government Spending: A 50-State Analysis.” Dallas, TX:
National Center for Policy Analysis Policy Report #178, April.

. 1995. “State and Local Taxation and Economic Growth: Lessons for Federal Tax Reform.” .
-Washington, D.C.: Joint Economic Committee of Congress, December. : ) ]

and Lowell Gallaway. 1996. “Spatial Variations in U.S. Unemployment.” Journal of Labor
Research, Summer. '

- 1998. “Government Size and Economic Growth.” Washington, D.C.: Joint
Economic Committee of Congress, December.

-1999a. “The Equity-Efficiency Debate.” Journal of Private Enterprise, Fall. -

- 1999b. “Unemployment and Jobs in International Perspective. Washington,
D.C.: Joint Economic Committee of Congress, April.

Walsh, Michael and Jonathan Jones. 1988. “More Evidence on the ‘Border Tax’ Effect: The Case of West
Virginia, 1979-84.” National Tax Journal, June.. ,

Wanniski, Jude. 1978. The Way the World Works. New York: Basic Books.

Wasylenko, Michael and Therese McGuire. 1985. “Jobs and Taxes: The Effects of Business Climates on
States’ Employment Growth Rates.” National Tax Journal, December. :

Weinstein, Bernard. 1977. “Tax Incentives for Growth.” Society, March/ April.

<

and Robert Firestine. 1978. Regional Growth in the United States. The Rise of the Sun Belt and
the Decline of the Northeast. New York: Praeger. -

Yu, Wei, Myles S. Wallace and Clark Nardinelli. 1991. “State Growth Rates: Taxes, Spending and Catching
Up.” Public Finance Quarterly, January.

28




Bulk Order Form
TAXES AND ECONOMIC GROWTH

$5 each for 1 to 10 Cb"ﬁiéé

$4.50 each for 11 to 30 copies

$4 each for 31 to 50 copies

$3.50 each for 51 and higher quAantities

Make checks payable to and mail to:

TNI
W67 N222 Evergreen Blvd #202
Cedarburg, Wi 53012

Ship books to:
Name

Address

City/state/zip____




o R
.\_3;, <4 /7/%&;’/.,; 7> S GG AR 7 NV

/7

Vs .

b

. T
' 1’1//1?{&% ¢ Ot
/ o

e

r g,/,«:f i-fij i g&f‘&ﬂw@ C/Q&-Mx

————

\.,,J,,‘_V_ .»»*““"“M,&*- .
i \,.Px‘ L - ’
S o

Taxpayers Network Ine.

Published & distributed by:
Taxpayers Network Inc.
W67 N222 Evergreen Blvd #202

Cedarburg, Wisconsin 53012
262-375-4190
www.TaxpayersNetwork.org
www.ImproveSocialSecurity.org




